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Sources: Central Bank of Ecuador, Ministry of Finance, Embassy estimates. Data available 
as of July 23, 1982 and subject to revision. 


Notes: 
* - in sucres 
Ecuador's Population: 8,960,000 (mid-1982 unofficial estimate) 


Official Exchange Rate: (A) 1970 to May 13, 1982 25 sucres = 
(B) May 13, 1982 to present 33 sucres 


Free Market Exchange Rate; (July 1982 average) approx. 62 sucres = US$1.00 
Area 104,000 square miles (271,000 square kilometers) 


Users of this Table should refer to corresponding explanatory information within the body 
of this Report. 





SUMMARY 


The Ecuadorean Gross Domestic P -t grew by 4.3 percent during 1981, somewhat 
Rat tg ‘ s s . 

lower than 1980's growth rate. At yearend 1981,GDP in nominal terms was 

$13,730 million, or $1,589 * capita, at what ica! ld be seen as the over-valued 


exchange rate of 25 sucres to the dollar in effect during 1981. Real growth 
this year shoul d be in the 3 percent range, as both external and internal fac- 
t 


tors constrain growth prospects. Petroleum production is likely to increase 
somewhat but peta ale export revenues will drop. The agrarian sector may grow 
at 4 percent again this year, a rate not far above Ecuador's rate of population 
erowth, while the ey rere and construction sectors will continue to face 
a variety of difficulties 1 decelerating growth rates. Real GDP growth during 
1983 may also be in the 3 veeat range. While the hoped-for recovery in the 
industrialized world should improve somewhat, the dim prospects for Ecuador's 
secondary effects of the May 1982 devaluation (by which the new 
é ‘ to the dollar), the economic difficulties faced by 
Ecuador's private sector, the continued heavy debt service burden, the 
sistence of a serious public sector fiscal deficit, and the likelihood that 
conomic decisions in Ecuador will continue to be heavily influenced by political 
social considerations will all ReRRe to dampen economic growth pxosnects. 
rapid growth in public sector spending that has occurred since 1979 should 
oderate this year, as austerity programs motivated by revenue shortfalls and 
oe difficulties in arranging external borrowings impact on planned 
icially measured inflation (15.6 percent during 1981) 


could: be in the 16 to 18 percent range this year. A better measure of actual 
inflation, the GDP price deflator, could show a 1982 increase of 


programs. Of 


ercent. 


cuador's balance-of-merchandise trade surplus continues to narrow, 

‘ilue of merchandise exports is likely to be lower this year than last year' 

68 million; merchandise imports, despite being adversely affected by the 

uation, will continue their upward climb. Ecuador is likely to record 

bilateral balance-of-trade surplus with the United States again this year. 
1982 current account deficit could be an unprecedented $1,400 million, while 
capital account surplus should exceed $1,000 million. A balance-of-payments 
deficit in the $200 to $250 million range is likely, resulting in a Soibated 
reserve level of between $300 and $400 million and a further drop in the ratio 
comparing net monetary reserves with the average monthly level of imports. 
Ecuador's total external debt is likely to be in the $6,200 million range at 
yearend, equivalent to over 50 percent of projected yearend GDP. The total debt 
service burden may be in the oo 300 million neighborhood again this year, signi- 
fying a total debt service of close to 50 percent. There could well be 


>- 


another formal devaluation of tee sucre within the coming year. The free market 
value of the sucre has weakened dramatically thus far during 1982. 


Relations between the Governments of the United States and of the Republic of 
Ecuador are very good. The United States strongly supports Ecuador's efforts 
to consolidate and strengthen constitutional government. The reestablishment 
of a bilateral economic and technical cooperation agreement is one manifestation 
of U.S. support. Conflicts regarding fishing rights places some continuing strain 
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on bilateral relations, however. About a third of Ecuador's total imports 
originate in the United States and, despite the country's continuing economic 
deceleration, Ecuador should remain a major market for a wide variety of 
merchandise and service exports from the United States. The Ecuadorean 
public sector is placing increasing emphasis on Government~-to-Government 
transactions, innovative financing arrangements, and barter transactions. 
Especially in view of increasing import restrictions, prospective U.S. 
exporters will need to become more selective in pursuing market opportunities. 
The Embassy sees power generation and distribution equipmeat, construction 
machinery and equipment, petroleum industry equipment, telecommunications 
equipment, and medical supplies and equipment as representing above average 
sales prospects. Foreign investment in Ecuador is generally governed by 
Andean Pact regulations and the country's Industrial Development Law. Ecuador 
has an official policy of encouraging foreign investment and offers certain 
investment incentives. Certain petroleum and natural gas companies from the 
United States have had negative experiences in Ecuador, while various other 
companies are satisfied with their business involvement in Ecuador. New 
investment by petroleum companies continues to be hindered by the Govern- 
ment's inability to set terms and conditions; attractive opportunities exist 
in other sectors, however. The Embassy, Consulate General in Guayaquil, and 
the Departments of Commerce, Agriculture, and State stand ready to provide a 
wide array of assistance to representatives of the U.S. business community 
interested in broadening U.S.-Ecuadorean commercial and economic relations. 


MACROECONOMIC SITUATION AND PROSPECTS 





ECONOMIC GROWTH: The Central Bank of Ecuador has revised downward its figure 
for real Gross Domestic Product (GDP) growth during 1981. The Bank's more 
recent figure is 4.3 percent, only slightly lower than the 4.6 percent real 
growth rate recorded in 1980. During 1981 public sector spending was the major 
impetus to growth, as private domestic investment continued to be sluggish and 
Ecuador's total exports increased only marginally from the 1980 level. 


In current prices the GDP growth rate was 20.7 percent, with yearend GDP 
reaching $13,730 million equivalent (at the then current official exchange 
rate of 25 sucres to the dollar). On a per capita basis, 1981 GDP was offi- 
cially $1,589. Given the widespread view that the sucre was over-valued 
throughout 1981, it would probably be more realistic to use Ecuador's current 
official exchange rate (33 sucres to the dollar) to measure 1981 per capita 
GDP. On that basis the figure drops to $1,204. 


The downward revision to the 1981 real growth rate provides further evidence 
that Ecuador continues in a period of economic deceleration. The country's 
"petroleum boom" in the mid-to-late 1970's, followed by growth attributable in 
large part to substantial public sector external borrowings during the pasi 4 
years, resulted in high growth rates beginning in 1973. In recent years the 
growth rate has slowed because of a number of factors, perhaps the most impor- 
tant of which has been the low level of petroleum exploratory activity during 
the past decade. Also impacting adversely on growth prospects have been 
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political uncertainties that arose out of the 1978-1979 "retorno" process by 
which Ecuador returned to constitutional government, delays in public sector 
spending for major development projects, and continued problems with the 
country's long-troubled crop production sector. During 1981, the Peru- 
Ecuador border conflict, the death of President Roldos, and increasingly 
evident dissatisfaction on the part of much of the private sector with the 
policies of the Hurtado Government also constrained growth. 


Ecuador's real GDP growth during 1982 should be in the 3 percent range, a 
rate, while still positive and respectable within the Latin American context, 
that is inferior to the country's estimated population growth rate of 3.4 
percent. In current sucres, the Gross Domestic Product should reach some 
400,000 million sucres (equivalent to $12,121 million at the 33 sucres to the 
dollar exchange rate that went into effect on May 13, 1982). If growth of 
this magnitude is attained, GDP per capita at yearend would be some $1,353. 
The further slowing of growth this year will be a consequence of both external 
and internal factors. Externally, the industrialized world continues its 
sluggish economic performance, the world oversupply of petroleum appears 
likely to persist, and high international interest rates hinder growth pros- 
pects. Among the internal factors at play are the dropping level of business 
confidence, which results in decisions to invest outside Ecuador rather than 
in the country, the drought that has recently affected much of Ecuador's 
Pacific Coast region, the inability to approve Hydrocarbons Law amendments 
that would lead to new exploratory activity, and further delays in the imple- 
mentation of public sector investment projects. 


Real GDP growth during 1983 could likewise be in the 3 percent range. While 
the hoped-for economic recovery in the industrialized world should improve 
somewhat the prospects for Ecuador's commodity exports, the secondary effects 
of the May 1982 devaluation, the economic difficulties faced by much of 
Ecuador's private sector, the continued heavy debt service burden, the per- 
sistence of a serious public sector fiscal deficit, and the likelihood that 
economic decisions in Ecuador will continue to be heavily influenced by 
political and social considerations will all serve to dampen economic growth 
prospects. Ecuador's inability to set mutually satisfactory terms and con- 
ditions for new petroleum exploratory activities by foreign companies will 
also constrain mid-1980's growth. 


PETROLEUM SECTOR: During 1981 exports of crude petroleum and petroleum 
products were valued at $1,727 million (67.3 percent of the value of merchan- 
dise exports). ‘Income from petroleum" accounted for between 45 and 50 per- 
cent of total public sector revenues in 1981, while the petroleum sector 
contributed about 9.9 percent to GDP. During 1981, petroleum production was 
some 77 million barrels (211.0 thousand barrels-per-day), while total crude 
exports were some 44.6 million barrels (122.2 thousand barrels-per-day). The 
CEPE (Corporaci6én Estatal Petrolera Ecuatoriana, the state oil company)/Texaco 
Consortium operating in the eastern jungle region or "oriente" was responsible 
for about 98 percent of 1981 crude production. 
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the second most important source of merchandise export revenues. Provided 
world markets for bananas, coffee, and cocoa are somewhat better next year 
than was the case in 1982, a 4 percent sectoral growth rate in 1983 is more 
than possible. 


MANUFACTUR : The manufacturing sector grew by a reported 5.9 percent 


4 


during 1981, a revision downward from the preliminary figure of 6.6 percent. 


as a whole, the growth rate of the manufacturing sector has 
consequence of political uncertainties resulting in 
investment in Ecuador; the higher costs for wages, materials, 
borrowed abroad; periodic "liquidity crunches" in Ecuador; the 
aditional shortage of qualified managerial personnel; and the diffi- 
companies have had in attempting to take advantage of apparent 
created by Ecuador's membership in the Andean Pact. 
srowth, the contribution of this sector to GDP is 


18.8 percent during 1981. 
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in the 4 percent range in both 1982 and 


During the past year or so the construction sector has become 
builders have been squeezed by higher material and wage 


rivate sector demand, a Slowdown in public sector demand, 
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petroleum boom’ period. 


the consequences of over expansion during the 
Central Bank has revised downward (to 1.1 percent) its figure for con- 
struction sector real growth during 1981. [he sector contributed some 5 


percent to Ecuador's 1981 GDP. 


Delays in the implementation of public sector spending projects because of 
the country's economic difficulties during 1982 will impact on 1982-1983 
growth prospects. Real growth during 1982 may be no more than 1 percent, 
as the Government is almost weekly adding to the list of projects contained 
in the ambitious 1980-1984 National Development Plan that will be deferred 
or cancelled because the country lacks the funds to carry them out. The 
exact extent of these deferrals and cancellations is unclear, as the Govern- 
ment has yet to release the 1982 National Operating Plan, which would have 
complemented the National Development Plan. There is little reason to 
expect that the construction sector will perform any better in 1983 than 
will be the case this year. 


FISCAL PERFORMANCE 


Public sector spending in Ecuador has two components ~-- the Central Government 





budget (about which there is a good amount of timely information), and the 
remainder of the public sector (about which information is much more limited). 
During 1981, the Central Government budget contained approximately 40 percent 
of total public sector spending. For the Central Government budget, current 
revenues (total revenue excluding borrowings) were some $1,523 million equi- 
valent, up only marginally from the 1980 total. According to revised figures, 
total Central Government budget expenditures during 1981 were $1,852 million, 
well below the initial estimate of $2,300 million. Delays in implementing 
major projects were among the factors accounting for the shortfall. Euro - 
dollar borrowings of $300 million during the year closed most of the deficit. 
Spending during 1981 outside the Central Government budget was probably in 

the $3,000 million range, with spending by the National Defense Board (prin- 
cipally for the procurement of weapons), by the state oil company, and by 
INECEL, the state electrification institute, perhaps accounting for two- 
thirds of the total. 

Because of the May devaluation the dollar equivalent of anticipated Central 
Government budget current revenues will drop to $1,436 million during 1982. 

In sucre terms, however, current revenues are predicted to increase by some 

24 percent between 1981 and 1982. Income tax reforms enacted in December 1981 
will cause some increase in revenues collected, although the total increase 

is unlikely to match the Government's expectations, particularly because of 
the decline in petroleum revenues. Total 1982 Central Government budget 
expenditures had been fixed at $1,963 million equivalent. Whether actual 
spending will reach this level remains to be seen. Subsequent to the May 
devaluation, the Government announced a 5 { nt cutback in public sector 
spending (military and police exempted ) as well as various specific austerity 
measures. Any austerity measures implemented will have the effect of reducing 
what still threatens to be a sizeable (before financing operations) 1982 
Central Government budget deficit. 


not contained in the Central Government 
equivalent, up about 15 percent in sucre 
hether spending of this magnitude will actually 
lace remains an open question, particularly because of the Government's 
sion to defer some major projects and the increasing difficulties Ecuador 
encountering in arranging foreign borrowings from private financial 
institutions. 


MONETARY POLICY AND INFLATION 

Ecuador's money supply increased by some 25.6 percent (in sucre terms) between 
the middle of 1981 and the middle of 1982, reaching a total of $1,616 million 
equivalent on June 25, 1982. In recent months the behavior of the money supply 
has been erratic, with an absolute drop occurring during the first 8 months of 
1981. Since then, the Central Bank has tried to increase the amount of credit 
it makes available, particularly to the private sector. The continuing drop 

in Ecuador's net international monetary reserves, as well as large-scale private 
capital outflows, has made the Bank's job all the more difficult. The Govern- 
ment's January 1982 decision to liberalize somewhat the country's complicated 
system of interest rate ceilings should have the effect of increasing money 
supply growth. 








wll 


According to the official Consumer Price Index (CPI), prices country-wide 
increased by 15.6 percent in 1981; the rate during the previous year was 
13.7 percent. The February 1981 decision to increase domestic petroleum 
product prices was a major factor contributing to the higher rate which, 
by Latin American standards, is indeed relatively moderate. During 1981, 
the GDP price deflator increased by a reported 19 percent. The latter is 
probably a better measure of actual inflation because the "market basket" 
used in computing changes in the CPI is skewed to purchasing patterns of 
lower income urban consumers. Many of the items purchased by such con- 
sumers are under price controls. In the opinion of some private econo- 
mists, adding 5 percent to the official CPI figures would result in a 
more realistic inflation figure. During the first few months of 1982 
inflationary pressures apparently declined, in large part because growth 
in public sector spending appeared to moderate and because of higher crop 
production. The May devaluation will give a boost to inflation, however, 
with the official country-wide CPI likely to show an increase of 16-18 
percent for 1982 as a whole. The change in the GDP price deflator for 
1982 is almost certain to exceed 20 percent and could be as high as 25 
percent. Unless there is another devaluation of the sucre, and/or another 
substantial increase in domestic petroleum prices, inflation during 1983 
will be unlikely to maintain the 1982 level. 


INCOME DISTRIBUTION AND LABOR 


There is little data available to allow measurement of income distribution 
trends since 1972, the year in which Ecuador became a petroleum exporter. 
Nonetheless, it is apparent that there remain wide disparities in income 
levels in the country. At present, as much as 50 percent of the country's 
population is not earning enough to rise above the subsistence economy. 
The "Integrated Rural Development" strategy of the Hurtado Government is 
designed to increase spending on social programs designed to benefit the 
rural poor. 


Ecuador's general industrial minimum wage is equivalent to some $121 per 
month at the official rate of exchange. An extensive and complicated system 
of fringe benefits raises the real wage to about 160 percent of the nominal 
wage. Higher minimum wages apply to certain occupational categories. 
Ecuador's economically active population is some 2.9 million, with the labor 
force growing by about 3.1 percent per year, or somewhat lower than the rate 
of population growth. Unemployment in Quito and Guayaquil is probably in 
the 10-12 percent range and appears to have grown somewhat worse during the 
past 2 years because of declining economic growth, the decision to double 
the minimum wage between 1979 and 1980, the slowdown in the labor inten- 
sive construction sector, and heavy rural to urban migration. Underemploy- 
ment may be as high as 25 percent in the urban areas and 75 percent in the 
countryside. 


EXTERNAL SECTOR 


BALANCE-OF-TRADE: There exist various measures of Ecuador's merchandise 





ed were some 
198: The May 


import growth, however, 


changed in value terms from 
the last year's ] is likely to be growth this year in the 
value f Ecuador's imports f the United ates, with the level perhaps 
reaching $800 million. 





ji 


CURR 


4 ACCOUNT/CAPITAL ACCOUNT: A sharp increase during 1981 in investment 
income 


outflow (primarily debt service) caused Ecuador's traditional current 
account deficit to increase to $1,091 million in 1981, almost 50 percent higher 
than the 1980 deficit. According to the Finance Ministry, interest payments 


on external debt alone exceeded $900 million in 1981, a record level. The 
1981 capital account surplus, according to revised figures, was $730 million 
365 million lower than the 1980 surplus). 


‘lining trade surplus and continued high debt servicing needs 


t 


two factors most responsible for another increase in the current 


icit this year. The deficit for the full year could be in the 
range, equivalent to more an 11 percent of projected GDP. The 
account surplus could be as much as $400 million higher than the 
with the key variable being the amount of new borrowings the ( 


ible to arrange and have disbursed this year. 


BALANCE-OF-PAYMENTS AND RESERVES: Based on the change in Ecuadc 
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some $200-250 million is more than possible unless new external borrowings are 
more substantial than currently contemplated. At this point, it is likely 

that Ecuador will also experience a balance-of-payments deficit (probably of 
smaller magnitude) again in 1983. 

EXTERNAL DEBT: More and better information about Ecuador's public external debt, 
and private external debt registered with the Central Bank of Ecuador, has emergs 
over the past year, revealing a relatively large and growing stock of debt as 
well as a heavy debt service burden. At yearend 1981 total public (Central 
Government, military, public sector institutions, local governments) external 
debt (including short-term debt) was some $4,373 million, up 23.8 percent between 
1980 and 1981. Registered private external debt was some $1,163 million, while 
the unregistered portion of private external debt could be in the $400 million 
range. (The actual unregistered debt may be much higher.) Excluding the 
unregistered portion, total debt was some $5,536 million, in excess of 40 per- 
cent of 1981 GDP, even at the over-valued 25 sucres to the dollar exchange 

rate prevailing throughout 1981. 


debt repayment requirements in 1981. Total interest payments on external c 





Vie 


exceeded $900 million during the year, while amortization of principal was 

in the $400 million range. The debt service ratio (servicing of total ex- 
ternal debt as a percentage of actual export earnings from merchandise and 
non-factor services) for 1981 was in the 50 percent range, versus an estimated 
38 percent f 1980. If only public external debt is considered, the ratios 

j percent for 1981 and 29 percent for 1980. 


d predicted in April that total external debt by year- 
would be $6,661 million, although the recent difficulties Ecuador 
in arranging some borrowings, as well as the Government's more 
isterity campaign, has core this figure into question. Instead, 
debt by yearend could be closer to $6,200 million, with the public sec- 
portion in the $5,200 million range. The stock of registered private 
a1 debt is likely to decrease this year as companies scramble to pay 
‘ie ist some portion of their indebtedness. Given the continued sluggish- 
ness of most of Ecuador's export sector, the total debt service ratio this 
year will again be close to 50 percent, with total debt service payments again 
likely to be in the $1,300 million neighborhood. 


Government decided to modify the dollar/sucre 
over a decade, decreeing that the new parity 
Various Ecuadorean private sector economists 

parity change was "t Etie, ‘t late" and warned 
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Relations between the Governments of the United States and of the Republic of 
Ecuador are very good. The United States continues to support strongly Ecuador's 
efforts to consolidate and strengthen its system of constitutional government. 
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The most important manifestation of U.S. support for Ecuador's democratic 
government was the reestablishment in 1980-1982 of a new economic and tech- 
nical cooperation program between Ecuador and the U.S. Agency for Interna- 
tional Development (USAID). This program finances projects that facilitate 
technology transfers from U.S. universities and other sources and works with 
Ecuador in strengthening its institutional and human capacity to implement 
development programs. The USAID program in Ecuador totals approximately 

$100 million in housing investment guarantees and development loans and grants. 
USAID cooperation complements the large resource transfer loans that Ecuador 
receives from Multilateral Development Banks (MDBs), such as the Inter-American 
Development Bank and the World Bank, both of which receive U.S. contributions. 
Approved loans to Ecuador from the MDBs_ total over $1,000 million. More 
recently, the U.S. National Aeronautics and Space Administration (NASA) has 
discussed the possibility of offering limited technical assistance to Ecuador 
in connection with the conversion to alternate uses of a former NASA satellite 
tracking station in Ecuador. 


Nevertheless, conflict between U.S. and Ecuadorean law and regulations regarding 
fishing rights and related issues of maritime sovereignty places some continuing 
strain on otherwise very good bilateral relations. During late 1980,the seizure 
of nine U.S.-flag tuna boats for fishing or transiting without license within 
the 200-mile territorial sea claimed by Ecuador triggered application of U.S. 
legislation requiring the imposition of an embargo on Ecuadorean tuna exports 

to the United States, 


The United States has for many years been Ecuador's single most important 
trading partner. Based on preliminary Ecuadorean-source data, U.S. exports 

to Ecuador were $757 million in 1981, equivalent to some 33.7 percent of total 
Ecuadorean imports in that year. Japan was Ecuador's second most important 
source of imports during 1981 (11.7 percent market share, down from a 13.7 
share in 1980), while the Federal Republic of Germany was in third place, with 
7.4 percent of the total. The foregoing figures are based on import licenses 
granted, F.O.B. and are incompatible with both the Central Bank's adjusted 
trade figures for balance-of-payments purposes and with U.S.-source data. 
Exports to Ecuador from the United States include a wide variety of capital 
goods, raw aid semiprocessed materials for industry, agricultural products, 
and, to a lesser degree, consumer goods, 


The recent sluggishness of the country's export sector, combined with the need 

to make heavy debt service payments, has caused the Government to impose a series 
of measures that will have the effect of restricting many kinds of imports. The 
slowdown in macroeconomic growth, and the increasing problems of Ecuador's man- 
ufacturing and construction sectors, will also tend to limit the export oppor- 
tunities of varidus prospective U.S. exporters of merchandise and services. 


Despite these negative conditions, there remain substantial and broad export 
possibilities for the U.S. business community, particularly those exporters 
able to provide support services and spare parts, and training, including 
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BEST PROSPECTS 


Sales to Ecuador's public sector, despite the recent Shee 238% in the rate of 
increase in public sector spending, generally continue to represent the best 
export opportunities over the coming 18 to 24 months. While many of the major 
projects contained in the 1980-1984 National Development Plan will be scale 
back, deferred, o ancelled, a wide range of U.S. exporters should be able 

to develop mutually hae tetact ces business relationships. The Embassy and 
Consulate General in Guayaquil see the following as representing above-average 
export prospects over the near term: 


POWER GENERATION AND DISTRIBUTION EQUIPMENT: The importance of hydroelectric 
opment to the country's future, as 1s well as Ecuador's access to the multi- 

RS development banks and private sector financial institutions for projects 
in this sector, makes it likely that a high proportion of major electrical 

ctor activities will not fall victim to spending cutbacks. INECEL, the state 
electrification iaSC TE UEe and regional power distribution authorities are the 
major end-users. INECEL's 1980-1984 Master Plan calls for spending $1,000 
million for new generating facilities and $520 million for transmission and 
distribution lines and erattane Major hydroelectric projects include Paute 
(financed in part by the Inter-American Development Bank and already under 
tructi 408) and Agoyan. Other projects designed to take advantage of 
idor's vast hydropower potential are in advanced stages of planning. Also 
e ye vaaaee! importance to INECEL is its National Interconnected System, to be 
financed in part by the World Bank. For many large scale and prestige projects, 
prospective U.S. suppliers will find it difficult to compete against the 
liberal financing terms likely to be offered by third country export credit 
institutions. Hence, better opportunities can probably be found among less 
visible projects. Products with good sales potential include elevation and 
reduction substation equipment, aluenbrics As de switchboards, distribution 
and high-tension cables, and equipment for rural electrification projec 
including "mini-hydro" facilities. Further information on Ecuador's ceeee 
trical power sector is contained in a Post-Initiated Market Study on the 
subject completed in April 1981. 
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UIPMENT: Despite steep cutbacks in major projects 
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CONSTRUCTION _ MACHINERY AND EQU] 

in the construction sector, t 
infrastructure expansion such as road building; irrigation; potable water and 
sewage disposal projects; and some hydroelectric projects. Projects to build 
additional low cost public housing are already going forward. The United States 


( 


1e Government of Ecuador continues to emphasize 


has traditionally supplied over half of Ecuador's imports of construction equip- 
ment, but faces strong competition from Japan, the Federal Republic of Germany, 
and the United Kingdom. Major end-users include the Ministry of Public Works, 
Army Corps of Engineers, and private construction companies, some of which work 
under contract to CEPE (state oil company), the CEPE/Texaco Consortium, and 
provincial and local public sector entities. Best prospects for sales include 
self-propelled vibratory rollers, crushing plants, asphalt batching, and dis- 
tribution and finishing plants, service trucks, lowboys, and equipment accesso- 
ries and parts. New-to-market suppliers of crawler tractors, motcrgraders, 
frontend loaders, and backhoes face strong competition from Caterpillar and 
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other established dealers. Opportunities for the sale of most used equip- 
ment are minimal, while leasing of construction machinery has not been 
successful in Ecuador. Additional information is contained in a Post- 
Initiated Market Study on Construction Machinery and Equipment completed 


in July 1981. 


PETROLEUM INDUSTRY EQUIPMENT: Major end-users include CEPE, the state oil 
company; Texaco, which currently produces about 98 percent of Ecuador's 
crude; and City Investing. It is unlikely that additional foreign petroleum 
companies will be able to sign "risk-sharing" exploratory contracts with the 
Government during the next 12 months. CEPE's efforts to locate and develop 
additional petroleum deposits have accelerated significantly since late 1979, 
opening up expanded sales opportunities for prospective U.S. suppliers. In 
early 1982 a CEPE contractor initiated efforts to locate petroleum and addi- 
tional natural gas deposits in the Gulf of Guayaquil. CEPE's industriali- 
zation efforts ee of the Esmeraldas refinery, construction of a new 
75,000 barrei- -day refinery, construction of a lubricants plant, two 
fertilizer aah and eventually a petrochemical complex) are proceeding 
lowly because of shortages of qualified and experienced CEPE personnel and 
ack of adequate financing, 





It is likely that all of the foregoing industrialization projects, with the 
exception of the expansion of the Esmeraldas Refinery and possibly the 
lubricants plant, will be deferred, at least until the mid-1980's. Companies 
from the United States have traditionally supplied more than two-thirds of 
Ecuador's imports of petroleum industry equipment. mapenese companies remain 
our strongest competitor in this sector, although companies from Mexico, 
Brazil, and Venezuela are active in looking for sales  apacetenitias. 

The bést prospects for incremental sales to CEPE in the medium term include 
pipe, pumps and compressors, petroleum production equipment, petroleum 
storage tanks, drilling rigs and accessories, and replacement parts for the 
previously-mentioned items. U.S. construction and engineering companies may 
wish to approach CEPE to lay the groundwork for future involvement in major 
industrialization sine taint In addition, U.S. suppliers of motor gasoline, 
diesel, and kerosene should be aware that CEPE imports over $200 million per 
year of these products, CEPE has a procurement office in Houston, which is 
located at 1980 Drssae Post Oak Road, Houston, Texas 77056, telephone 713-850- 
1601, Tel 

the CEPE 


f 
although final procurement decisions are usually made by 
in Quito after lengthy delays in most cases. 


h 


ECOMMUNICATIONS EQUIPMENT: As is true in many sectors of the economy, the 
Ecu aan public sector is ‘scaling back what had been a very ambitious set 
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of projects in the telecommunications sector. Nonetheless, good market 
opportunities remain. Sweden, with a larger market share than the United 

States in 1981, and Japan are the strongest competitors for U.S. firms. se be 
end-users are IETEL, the national telecommunications authority; the Ministrie 

of Defense and Government (Police); and Ecuadorean television and radio stations. 
Quality products from the United States, provided they are compatible with 
existing equipment and supported by rapid delivery and follow-up servicing, 
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have good sales prospects. Products incorporating state-of-the-art tech- 
nology are likely to have an advantage in the market. Best sales prospects 
include telephone switching and switchboard equipment; radio communications 
equipment; and telex equipment. 


MEDICAL SUPPLIES AND EQUIPMENT: Best prospects for sales include ultra- 
sound scanning equipment, nuclear magnetic resonance equipment, small scale 
X-ray equipment, portable electrocardiograph equipment, and disposables, 
such as syringes, catheters, and needles. The health care field in Ecuador 
is dominated by a number of public sector agencies, including the Ministry 
of Public Health; IESS, the Ecuadorean Social Security Institute; the Armed 
Forces of Ecuador; and the National Police. While the construction of new 
public sector medical facilities is expected to moderate over the next few 
years, end-users are expected to purchase over $40 million worth of replace- 
ment supplies and equipment for use in existing facilities. Private sector 
projects include a new 150-bed hospital in Quito which is scheduled to be 
equipped in 1983. The Ministry of Public Health alone controls about half 
the country's hospital beds. There are also a number of private clinics 

and laboratories. Improving health care (particularly preventive medicine) 
in rural areas is an important priority of the Administration's Integrated 
Rural Development strategy, and should emerge as a major spending priority 
during the mid-1980's. The United States has traditionally been the leading 
supplier of equipment to the health care sector, with a market share of 49 
percent in 1981. Major competitors come from the Federal Republic of Germany, 
Japan, and the United Kingdom. The fact that many Ecuadorean medical personnel 
have been trained in the United States is an advantage for U.S. exporters. 


INVESTMENT CLIMATE AND OPPORTUNITIES 


LAWS AND POLICIES: Because of Ecuador's membership in the Andean Pact, the 
Pact's Decisions 24, 103, and 109 are the major regional regulations governing 
foreign direct investment. These laws are supplemented by Ecuador's Industrial 
Development Law, approved during the mid-1970's, and specific sectoral laws, 
such as the Banking Law of 1970, the Hydrocarbons Law of 1971 (as amended), 

and the Fishing Law of 1973. In the past, Ecuador has chosen to implement 

some of the Andean Pact's restrictions on foreign investment in a flexible 
manner, such as by allowing two previously established branches of U.S. banks 

to retain 100 percent equity ownership. President Hurtado has asserted that 
Ecuador welcomes and encourages foreign direct investment, particularly in 
ventures that are export-oriented or would otherwise further the objectives 

of the 1980-1984 National Development Plan. Ecuador offers various tax and 
other incentives to incoming investment, with more generous incentives available 
when investors are willing to locate outside the Quito and Guayaquil areas. The 
Ministry of Industries serves as the screening mechanism for foreign investment, 
while CENDES, the Industrial Development Center of Ecuador, offers certain 
assistance. 


EXPERIFNCE OF U.S. FIRMS: Hydrocarbons (petroleum and natural gas) companies 
from the United States that have become involved in Ecuador have had decidedly 





yroadening 


remain a 
Opportunities 
however. Of 
arming indust1 


0 be worth 


ljucer of 


-ause 
ws and policies that 


insufficient incer 


but prospects fo 











«§S- 


should make the nearest District Office of the Department of Commerce their 
first point of contact. Besides providing general briefing materials, the 
Department of Commerce trade specialists can provide both general and 
specific information and assistance, such as the previously mentioned Agent/ 
Distributor Service, credit reports on individual Ecuadorean importers or 
prospective agents, recent market research studies, and guidance on the 
upcoming trade missions, technical seminars, and catalog exhibitions that 

are scheduled to be held in Quito and/or Guayaquil. Available publications 
include the February 1982 Overseas Business Report, "Marketing in Ecuador." 
The Department of State published a revised "Background Notes on Ecuador" 

in March 1982. The Country Specialists for Ecuador in both the Department 

of Commerce's International Trade Administration and in the Foreign Agri- 
cultural Service, USDA, can also be valuable sources of assistance. Business 
visitors to Ecuador are invited to make an appointment to meet with the 
Foreign Commercial Service Officers assigned to Quito and Guayaquil, the 
Embassy's Agricultural Attache, or the Embassy's Economic/Petroleum Officer. 
Such Officers are prepared to offer all appropriate assistance, including 
making available U.S. Government facilities for small trade promotion events, 
suggesting possible appointments and contacts, and providing general and 
specific information on commercial and economic matters. 
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